
Chapter	2

Audits	and	Financial	Responsibility

This	chapter	describes	the	submission	requirements	for	compliance	audits	and	audited	financial	statements

by	foreign	institutions,	as	well	as	the	financial	responsibility	standards	for	foreign	public	institutions.

Compliance	Audits	and	Audited	Financial	Statements

Generally,	a	school	that	participates	in	any	Federal	Student	Aid	program	must	have	an	independent	auditor	conduct

annually	an	audit	of	the	school’s	compliance	with	the	laws	and	regulations	that	are	applicable	to	the	FSA	programs	in

which	the	school	participates	(a	compliance	audit)	and	an	audit	of	the	school’s	financial	statements	(a	financial	statement

audit).

However,	by	exercising	the	authority	granted	to	it	under	the	law,	the	Department	has	waived	the	audited	financial

statements	submission	requirements	for	foreign	institutions	that	receive	less	than	$500,000	in	Direct	Loan	Program	funds

in	the	institution’s	preceding	fiscal	year,	and	modified	the	audited	financial	statements	submission	requirements	for	public

and	private	nonprofit	foreign	institutions	that	receive	less	than	$10,000,000	in	Direct	Loan	Program	funds	in	the

institution’s	preceding	fiscal	year.	Under	this	same	authority,	the	Department	has	modified	the	compliance	audit

requirements	for	foreign	institutions	that	receive	less	than	$500,000	in	Direct	Loan	Program	funds	in	the	institution’s

preceding	fiscal	year.

For	additional	information	on	Audited	Financial	Statements	and	Compliance	Audits,	see	Volume	2,	Chapter	4	of	the

Audited	financial	statements	and	compliance	audits	for	foreign
institutions

20	USC	1094(c)(1)(A)(i),	34	CFR	668.23(h)

No	waiver	of	audit	requirements

The	law	does	not	permit	the	waiver	of	audit	requirements	for	foreign	institutions	that	receive	$500,000	or	more	in

Direct	Loan	funding.

e-Z	Audit	requirements

New

eZ-Audit	became	available	on	August	8,	2020,	for	use	by	foreign	schools.	Find	the	details	about	how	to	register	to

use	it	at:	Electronic	Submission	of	Financial	Statements	and	Compliance	Audits	for	All	Schools	and	Other	Entities

For	additional	information	on	Audited	Financial	Statements	and	Compliance	Audits,	see	Volume	2,	Chapter	4,	of

the	Federal	Student	Aid	Handbook.

https://fsapartners.ed.gov/knowledge-center/library/electronic-announcements/2020-07-17/electronic-submission-financial-statements-and-compliance-audits-all-schools-and-other-entities


Federal	Student	Aid	Handbook.

Compliance	Audits

Foreign	institutions	that	receive	$500,000	or	more	in	Direct	Loan	Program	funds	during	the	institution’s	most	recently

completed	fiscal	year	must	submit	annual	compliance	audits	using	the	standard	audit	procedures	for	foreign	institutions

set	out	in	the	audit	guide	issued	by	the	Department’s	Office	of	Inspector	General.

Foreign	institutions	that	receive	less	than	$500,000	in	Direct	Loan	Program	funds	during	the	institution’s	most	recently

completed	fiscal	year	are	allowed	to	submit	compliance	audits	under	an	alternative	compliance	audit	performed	in

accordance	with	the	audit	guide	from	the	Department’s	Office	of	Inspector	General.	The	institution	must	submit	the

compliance	audit	annually,	with	one	exception.	A	foreign	institution	may	submit	a	cumulative	compliance	audit	once

every	three	years,	instead	of	annually,	if	the	institution:

received	less	than	$500,000	U.S.	in	Direct	Loan	Program	funds	for	its	most	recently	completed	fiscal	year,

is	fully	certified,	and

has	timely	submitted	and	had	accepted	compliance	audits	for	two	consecutive	fiscal	years	and	has	had	no	history	of

late	submissions	since	then.

An	alternative	compliance	audit	is	an	“agreed-upon	procedures	engagement”	that	is	limited	to	specific	procedures

performed	on	a	particular	subject	matter,	wherein	the	auditors	are	not	required	to	express	an	opinion	of	the	reliability	of

the	institution’s	assertions	concerning	its	compliance	with	the	requirements.	The	standard	compliance	audit,	by	contrast,

is	performed	as	a	more	extensive	“examination	level	attestation	engagement.”

When	an	institution	submits	a	standard	compliance	audit	because	it	received	more	than	$500,000	in	Direct	Loan	Program

funds	during	the	institution’s	most	recently	completed	fiscal	year,	the	institution	must	also	submit	any	alternative

compliance	audit	or	audits	that	were	required	for	any	preceding	fiscal	year	in	which	the	foreign	institution	received	less

than	$500,000	in	Direct	Loan	Program	funds.

The	Department	may	require	a	foreign	institution	to	submit	a	compliance	audit	performed	at	a	higher	level	of

engagement,	and	may	require	the	compliance	audit	to	be	submitted	annually,	by	issuing	a	letter	to	the	foreign	institution

that	identifies	problems	with	its	administrative	capability	or	compliance	reporting.

An	institution	must	submit	the	compliance	audit	no	later	than	six	months	after	the	last	day	of	the	institution’s	preceding

OIG	Foreign	School	Audit	Guide

The	Foreign	School	Audit	Guide	was	updated	in	March	2020.	An	independent	public	accountant	performing	an

audit	of	a	foreign	institution	must	be	familiar	with	the	current	regulations	and	guidance	applicable	for	foreign

institutions	and	must	audit	the	foreign	institution	for	compliance	with	those	current	requirements.	The	OIG	Foreign

School	Audit	Guide	is	available	at	https://www2.ed.gov/about/offices/list/oig/nonfed/foreign-school-audit-guide.pdf.

Information

A	foreign	institution’s	compliance	audit	must	be	done	on	a	fiscal	year	basis	(meaning	the	institution’s	fiscal	year),

and	all	Direct	Loan	Program	transactions	that	have	occurred	since	the	period	covered	by	the	institution’s	last

compliance	audit	must	be	covered.	For	institutions	that	are	permitted	to	submit	one	compliance	audit	every	three

years,	this	requirement	ensures	that	the	compliance	audit	is	cumulative.

https://www2.ed.gov/about/offices/list/oig/nonfed/foreign-school-audit-guide.pdf


fiscal	year.

Compliance	Audit	Requirements	for	Foreign	Institutions

Direct	Loan	Funds	Received	During

Institution’s	Most	Recent	Fiscal	Year

Public	and	Private	Nonprofit	Institutions For-Profit

Institutions

$500,000	or	more Standard	compliance	audit,	submitted	annually Standard	compliance

audit,	submitted

annually

Less	than	$500,000 Alternative	compliance	audit,	submitted

annually

Standard	compliance

audit,	submitted

annually

Alternative	compliance	audit	may	cover	up	to	3

fiscal	years	if:

received	less	than	$500,000	in	most	recent

fiscal	year	period,

fully	certified,

timely	submitted	and	had	accepted	2	most

recent	audits	and	no	late	submissions

since,	or

notified	by	the	Department.

Standard	compliance

audit,	submitted

annually

Note:	If	the	Department	identifies	problems	with	a	foreign	institution’s	administrative	capability	or	compliance	reporting,	it

may	require	a	foreign	institution	to	submit	a	compliance	audit	performed	at	a	higher	level	of	engagement	and	may

require	the	compliance	audit	to	be	submitted	annually.

Audited	Financial	Statements

Generally,	an	institution’s	audited	financial	statements	must	be	submitted	to	the	Department	annually	and	must	be

prepared	on	an	accrual	basis	in	accordance	with	U.S.	Generally	Accepted	Accounting	Principles	(U.S.	GAAP).	They	must	be

audited	by	an	independent	auditor	in	accordance	with	U.S.	Generally	Accepted	Government	Auditing	Standards	(U.S.

GAGAS)	and	other	guidance	contained	in	2	CFR	Part	200	Subpart	F	or	in	audit	guides	developed	by	the	Department	of

Education’s	Office	of	Inspector	General,	whichever	is	applicable.

However,	for	a	public	or	nonprofit	foreign	institution	that	received	less	than	$500,000	in	Direct	Loan	Program	funds	during

the	institution’s	most	recently	completed	fiscal	year,	the	audited	financial	statements	submission	is	waived,	unless	the

institution	is	in	its	initial	provisional	period	of	participation	and	received	Direct	Loan	Program	funds	during	that	year,	in

which	case	the	institution	must	submit,	in	English,	audited	financial	statements	prepared	in	accordance	with	the	generally

accepted	accounting	principles	of	the	institution’s	home	country.	The	waiver	may	also	not	apply	if	the	Department

identifies	problems	with	a	foreign	institution’s	administrative	capability	or	compliance	reporting	and	requires	the

institution	to	submit	annually.

For	a	public	or	nonprofit	foreign	institution	that	received	at	least	$500,000	but	less	than	$3,000,000	in	Direct	Loan

Program	funds	during	its	most	recently	completed	fiscal	year,	the	institution	may	submit	for	that	year,	in	English,	audited

financial	statements	prepared	in	accordance	with	the	generally	accepted	accounting	principles	of	the	institution’s	home

country	in	lieu	of	financial	statements	prepared	in	accordance	with	U.S.	GAAP/U.S.	GAGAS.

For	a	public	or	nonprofit	foreign	institution	that	received	at	least	$3,000,000	but	less	than	$10,000,000	in	Direct	Loan

Program	funds	during	its	most	recently	completed	fiscal	year,	the	institution	must	submit,	in	English,	every	three	years

two	sets	of	audited	financial	statements,	one	prepared	in	accordance	with	U.S.	GAAP/U.S.	GAGAS,	and	one	prepared	in



accordance	with	the	institution’s	home	country	accounting	standards.	However,	for	the	two	years	in	between,	the

institution	may	submit,	in	English,	audited	financial	statements	prepared	in	accordance	with	the	generally	accepted

accounting	principles	of	the	institution’s	home	country	in	lieu	of	financial	statements	prepared	in	accordance	with	U.S.

GAAP/U.S.	GAGAS.

Public	or	nonprofit	foreign	institutions	that	receive	$10,000,000	or	more	in	Direct	Loan	Program	funds	during	the

institution’s	most	recently	completed	fiscal	year,	and	all	for-profit	foreign	institutions	must	submit,	in	English,	audited

financial	statements	prepared	for	that	year	in	accordance	with	the	generally	accepted	accounting	principles	of	both	the

institution’s	home	country	and	U.S.	GAAP/U.S.	GAGAS.	The	Department	may	require	a	foreign	institution	to	submit	audited

financial	statements	in	the	manner	it	specifies	by	issuing	a	letter	to	the	foreign	institution	that	identifies	problems	with	its

financial	condition	or	financial	reporting.

Audited	financial	statements	must	be	submitted	within	six	months	of	the	last	fiscal	year	that	the	audit	is	required	to

cover.

Audited	Financial	Statements	Submission	Requirements	for	Foreign
Institutions

Direct	Loan	funds

Received	During

Institution’s	Fiscal

Year

Public	and	Private	Nonprofit	Institutions For-Profit	Institutions

Home	country

GAAP

U.S.	GAAP	&	GAGAS Home	country	GAAP	and

U.S.	GAAP	&	GAGAS	(both

must	be	fulfilled)

$10,000,000 Required

annually,	in

English

Required	annually,	in	English Required	annually,	in	English

$3,000,000-	$9,999,999 Required

annually,	in

English

Required	annually,	in	English;	may

omit	for	2	consecutive	years	after

U.S.	GAAP	&	GAGAS	audit

Required	annually,	in	English

$500,000-	$2,999,999 Required

annually,	in

English

Not	required Required	annually,	in	English

Less	than	$500,000 Not	required,

except	during

initial

certification

Not	required Required	annually,	in	English

Note:	If	the	Department	identifies	problems	with	a	foreign	institution’s	financial	condition	or	financial	reporting,	it	may

require	the	institution	to	submit	audited	financial	statements	in	a	manner	specified	by	the	Department.

Financial	Responsibility	for	Foreign	Public	Institutions

All	foreign	institutions	must	demonstrate	that	they	are	financially	responsible	in	accordance	with	the	requirements	in	34

CFR	668	subpart	L,	or	34	CFR	668.15	for	determinations	related	to	changes	in	ownership.	The	requirements	are	the	same

for	foreign	institutions	as	they	are	for	domestic	institutions,	except	that	they	include	a	specific	provision	for	foreign	public

institutions	that	is	comparable	to	provisions	for	domestic	public	institutions.



The	Department	considers	a	foreign	public	institution	to	be	financially	responsible	if	the	institution:

notifies	the	Secretary	that	it	is	designated	as	a	public	institution	by	the	country	or	other	government	entity	that	has

the	legal	authority	to	make	that	designation,

provides	documentation	from	an	official	of	that	country	or	other	government	entity	confirming	that	the	institution	is	a

public	institution	and	is	backed	by	the	full	faith	and	credit	of	the	country	or	other	government	entity,	and

is	not	in	violation	of	any	past	performance	requirement	under	34	CFR	668.174.

If	a	government	entity	provides	full	faith	and	credit	backing,	the	entity	will	be	held	liable	for	any	Direct	Loan	Program

liabilities	that	are	not	paid	by	the	institution.

If	a	foreign	public	institution	does	not	meet	these	requirements,	financial	responsibility	is	determined	under	the	general

financial	responsibility	standards,	including	the	application	of	the	equity,	primary	reserve,	and	net	income	ratios.	For

complete	information	on	the	financial	responsibility	requirements,	see	Volume	2,	Chapter	4,	of	the	Federal	Student	Aid

Handbook.

Although	the	full	faith	and	credit	provision	provides	an	alternate	way	of	meeting	the	financial	responsibility	standards	for

foreign	public	institutions,	it	does	not	excuse	the	institution	from	the	required	submission	of	audited	financial	statements

(see	Audited	Financial	Statements	above).

Financial	responsibility	for	foreign	public	institutions

34	CFR	668.171(g)(2)


